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THE ELEMENTARY TEACHER, THE SOCIAL STUDIES, 
AND. THE REPUBLIC* 


Waker D. Wyman** 


I would like to go on record here that as a teacher I am forever 
haunted by the fear that I may be educating students for the wrong 
century. There is nothing more tragic than to use the vast educational 
resources of a community and a nation to produce young citizens 
incapable of living in the world they have inherited, who are well 
prepared for the nineteenth century but not for the twentieth. As I 
understand it, this Conference is dedicated to the need to keep cur- 
ricula up-dated and geared to the new and changing demands of 
citizenship. For this contribution, the University is to be congratulated. 
I find it hard to forgive a college or university that seals itself in an 
ivory tower, teaches a curriculum that may or may not be related to 
the world in which we live. and pays no heed to the public schools 
which carry so much of the burden of keeping the citizenry literate. 
In my way of thinking, the proper goal of any school—elementary 
school or university—and of any teacher is that which Lord Brougham 
once gave: “Education makes a people easy to lead, but difficult to 
drive: easy to govern, but impossible to enslave.” 

The Teaching Profession Today 

The teacher of 1960 is a member of a vast profession, easily out- 
numbering all other professions, and we are engaged in one of the 
largest experiments in history, that of producing citizens capable of 
governing themselves. In this era, citizenship also includes enough 
understanding not to blow up the world in which we live. There are 
over 1,250,000 of us, compared to 200,000 doctors, less than 200,000 
lawyers, and nearly 100,000 dentists. We are also members of the 
fastest growing profession since it is our duty to educate all who come 
to our doors. We had 25,000,000 students in our schools in 1950; this 
year we have 30,000,00; and in 1970, we will have around 50,000,000. 
Every community is building new schools and every college is dedi- 
cating new buildings as they prepare for the tide of youth who will 
come across their thresholds in the near future. The profession will 
have to enlist thousands of new teachers in the next decade, and 
thousands of public school teachers should now prepare for college 
and university teaching. This is the greatest boom that our profession 
has ever faced, and both the teacher, the student, and the public 
should profit from the fast-moving changes. 

Back in 1870, when my father was having his three or four 
“winter terms,” as they were called, in a country school in Vermilion 
County, Illinois, there were few teachers in the public schools who 
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had any education beyond the common school where they learned the 
three R’s. The usual teacher in Illinois and Wisconsin was the local 
preacher, a New England boy working his way west, or some ne’er-do- 
well who could not make a good living any other way. There is an old 
folk-saying that “Those who can, do; those who can’t, teach.” In this 
pioneer period in northwestern Wisconsin, an itinerant teacher was 
being examined by a town superintendent—this was before the day of 
certification by a state agency——-and was asked whether he taught the 
world round or flat. Standing bright-eyed before his interrogators, 
with all the confidence of a Christian holding four aces, he replied: 
“IT can teach her round and I can teach her flat, whichever way you 
want her.” Of course, such a versatile young man got the job. Upon 
another occasion, a township superintendent was examining a would- 
be teacher in geography and asked, as he opened the book, “What 
color is France?” I cite these instances not to show how backward 
the Wisconsin frontier was, or to belittle the teaching profession, but 
to suggest that in my father’s day it did not really mattter whether 
the children learned whether the world was round or flat since such 
knowledge had so little to do with citizenship. My father never went 
around the world, and the extent of his relationship to the world was 
to support the missionary movement and the Spanish American War 
in 1898, and I doubt if either were negative in any real sense. 


By 1910, when my older sister was learning the three R’s in the 
little country school near the family farm in Eastern Illinois, the teach- 
ing profession had made some progress. By that time 20% of the 
teachers had some education beyond the few terms in county school. 
The high school was emerging and in the period of World War I, a 
high school was built on about every cross-roads in the nation. 

When I came along at the tail-end of a family of five, and was in 
the eighth grade in 1920, one-third of all the teachers in the nation 
had two years beyond the elementary school, but only half of them had 
finished high school. I can remember one of these old school masters 
because of his gangly, Ichabod Crane architecture, his ability to hit 
the coal bucket from across the room, and his complete innocence of 
whether there was a world or not, let alone understand it. He taught 
the younger ones readin’ and writin’ and the older ones “gography,” 
as all of us pronounced it, including the teacher, and we learned the 
length of the Mississippi and the heighth of Mt. Everest, but nothing 
about the peoples of the world that made me feel that I had anything 
in common with them or they with me. It was a “fur piece,” as we 
said in Vermilion County, from the cornfields of Illinois to the rice 
paddies of Japan, and there did not seem to be any real need to know 
much about so distant and different a world. I do not criticize this 
today, only record it. But I wish to point out that some members of 
my class of 1920, whom I have heard from and about in the last few 
years, still have trouble telling the difference between the meaning of 
Plymouth Rock and Little Rock. For this difficulty, the public school 
must accept some responsibility. The world today demands citizens 
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who have an understanding of race relations as well as the Pilgrim 
refugees who arrived in Massachusetts in 1620. 


Rise of Public Education 

The ordinary citizen of the United States knows that the contri- 
butions of his country to the world have been many—though he may 
not know that the contributions of the world to the United States have 
also been numerous. He knows that the Americans are dedicated to 
the principlé of self-government; the freedom of the individual; the 
idea of national unity with great diversity in religion, national back- 
ground, and other traits; the belief that the masses of citizens should 
share in the good life, though they may not share equally in it. The 
ordinary citizen is loyal to his nation and its way of life and is very 
intolerant of those who criticize it in any way. Over and beyond these 
contributions is the public school system, a way of educating the 
children of all the people, in which the United States has pioneered. 
Only recently the Russians and the English, and to a lesser degree the 
French, have attempted to emulate the American experiment. Public 
education stands as our greatest experiment in democratic living, and 
it has produced a fiercely loyal citizenry ready to fight its weight in 
wild cats in defense of the American way of life as it is envisioned. I 
say this despite the fact that we make more fuss over Communists, 
fellow-travelers, and the like than any other people. Despite this, as 
a visitor from Pakistan recently said: “Your country has one of the 
finest |educational] systems all over the world. Your teachers are 
dedicated people.” 

But it was not always so. This country inherited the class system 
of Europe in the colonial days. In both Europe and early America, 
society was divided between the educated well-born and the unedu- 
cated masses. Church-goers in New England sat in the pews arranged 
in order of their class status, and when they died, the upper class had 
the word “gentleman” carved on the tombstones. The first schools in 
Massachusetts were dedicated to the teaching of reading so the pupils 
could read the Bible, thus learn the truth and be aware of that “old 
deluder, Satan,” as the law of 1647 stated it. The word “citizenship” 
was not in the vocabulary of that generation, but they had the con- 
cept anyway. Everybody was a citizen, and the dangers of life in those 
days stemmed not from world wars and depressions, but from the 
temptations of the Devil. Of course, every child should learn the way 
to truth. Reading the Bible was the only known way to effective 
citizenship. 

It is no accident of history that a new concept of citizenship and 
a new way of attaining it arose early in the 19th century. The greatest 
need of the day was national unity, the melding of state loyalties into 
an American nationality. This would have come had there been no 
second war with Britain in 1812, but it was that conflict that triggered 
the mechanism. One of the principal architects of using the public 
school to teach nationalism was Noah Webster. He wrote the first 
Speller. and in the Preface to that text commonly called “Webster’s 
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Blue-backed Speller,” he said: “Europe is grown old in folly, corrup- 
tion and tyranny. For America in her infancy to adopt the maxims of 
the Old World would be to stamp the wrinkles of decrepit old 
age upon the bloom of youth, and to plant the seeds of decay in a 
vigorous constitution.” Consequently, he labored for an American 
language that would be used by all people regardless of national back- 
ground and of class. Henry Steele Commager, the historian, said in 
the Saturday Review two years ago that Webster “was perhaps the 
first to realize the limitless potentialities of education for the encour- 
agement of nationalism, and of the schoolbook as the vehicle. He pur- 
posed [sic] from the beginning to use the schools as engines of na- 
tionalism . . .” and was the first in the field with moral and patriotic 
readers. That generation of children learned the glory that was 
America’s. “Every child should be acquainted with his own country,” 
Webster wrote on one title page: “As soon as he opens his lips he 
should lisp the praise of liberty and of those illustrious heroes and 
statesmen who have fought a revolution in her favor.” It was this new 
need and this new era, that brought history into the center of the cur- 
riculum, and there it served its purpose of making one out of many. 

However, the opposition to educating the masses at public expense 
was strong. Private owners of property objected to supporting schools 
which their children would not attend. Private academies and church 
schools did not welcome competition. A petition to the North Carolina 
legislature against public education argued that education for me- 
chanics and farmers was “of no manner of use, but rather a detri- 
ment.” The practical-minded American distrusted book-learning. 
though he believed all should love this land of liberty above all else. 
As one pioneer put it: “Twant so bad for men to read, for there was 
a heap of time when they couldn’t work out and could jest sit by the 
fire; and if a man had books and keered to read he moucht: but 
women had no business to hurtle their time, ’cause they could always 
find something to do. and there had been a heap of trouble in old 
Kaintuck with some rich men’s gals that had learned to write.” 

An Ohio newspaper spoke for the rising democratic spirit when it 
said that other nations “have hereditary sovereigns, and one of the 
most important duties of their governments is to take care of the edu- 
cation of the heir to the throne; these children are about your streets, 
who cannot even speak your language, are your future sovereigns. 1s 
it important that they be well educated?” 

Under the leadership of Governor DeWitt Clinton of New York. 
Horace Mann of Massachusetts, and others, the Jeffersonian ideal of 
educating the masses took shape. “If a nation expects to be ignorant 
and free, it expects what never was and never will be.” Jefferson had 
said. Horace Mann learned that one-third of the children in Mass- 
chusetts did not go to school despite the law of 1647 requiring every 
town to support a teacher and a minister. Consequently, he fought for 
a law requiring all children under twelve to have six months of school 
each year, and launched the first teacher training institution in the 
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nation in 1839. The first in the Mississippi Valley was Illinois State 
Normal University, founded in 1857. 

The idea that the uneducated masses, especially in the growing 
cities, were dangerous to the Republic, spead slowly. Employers of 
labor joined the public school movement, believing that educated 
workers would be more temperate and more efficient. Thus, the idea 
of citizenship was enlarged beyond nationalism and took on the chore 
of producing citizens who could better serve the social order in which 
they lived. But it was never forgotten that one purpose of education 
was to weaken the aristocracy and to strengthen democracy, to en- 
hance the loyalty of all citizens to the Republic. The cost, said Jef- 
ferson, was “not more than the thousandth part of what will be paid 
to kings, priests, and nobles, who will rise among us if we leave the 
people in ignorance.” 

‘Let me summarize: The public school, the elementary teacher, 
and the social studies in the 19th century have been the principal 
agencies creating the feeling of nationalism and democracy, the two 
faiths that provide glue for the Republic. The philosopher, Sidney 
Hook, believes that the greatest achievement of the public school is 
the sense of classlessness in our history. “Morally,” he says, “this 
is our most glorious achievement.” 


A New Dimension in the Social Studies © 


There is nothing so certain in life as change, and nobody knows 
better than the average business man how true this is. Unless he keeps 
up with the market and with methods of merchandising, he will be 
buried in the graveyard of failure along with a lot of good company. 
However, I doubt if we could get a consensus on the changes needed 
in education, and of the social studies in particular. There would be 
one group who would say that the social studies has one obligation: 
“To produce citizens who love their country enough to protect it from 
enemies both inside and outside.” I take it that the groups who have 
opposed the appearance of Max Merner at the Wisconsin Education 
Association in Milwaukee would accept that statement as a proper 
goal of social studies, and would argue about whether world under- 
standing is a worthy goal. The last national convention of the Amer- 
ican Legion passed a resolution against participation in UNESCO 
and warned the nation against having much to to with Communist 
nations. 

But there are other straws in the wind that show the need of 
teaching an enlightened nationalism in the schools. The level of world 
citizenship among the Americans may be seen in some of these cases. 


First, the case of the Korean War veterans who chose to remain 
in Red China because they had such a naive concept of the Communist 
way of life. One of them who managed to return to his native land 
said: “Politically, I was completely ignorant. I had no political back- 
ground. I was just seventeen when I joined the army. What did I 
know? I'd never voted. I never had any civics. — I knew nothing 
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from school, even politics. The Chinese gave me my first lesson on 
politics.” 

He was much like the Italian-American who returned to Italy to 
spend his last days. One of my friends met him in North Italy and 
the repatriate rushed up to him and greeted him joyfully in broken 
Englis... As a climax, he stood erect, held his large watch by its fob, 
and in a few simple words put his understanding and admiration for 
the America which he knew: “Ha, America, she is one Jesus Christ of 
a fine place.” 

Which reminds me of the old cowboy who told the others in the 
bunkhouse that he had a letter from old Tom Jones. “My, he’s an 
ignorant feller. Why, he even spells Jesus with a little ‘g’.” 


That old yarn is also told in northwestern Wisconsin about a 
Norwegian-American farmer so ignorant he spelled Jesus with a “Y.” 

The book, The Ugly American, published a year or two ago, 
though perhaps an exaggeration, tells a painful story about Americans 
who work abroad. There are 1,650,000 Americans, including wives 
and children, living abroad at present, and of them 100,000 work in 
non-government and non-military jobs. Isadore Lubin, head of the 
U. N. program for underdeveloped countries says that his chief prob- 
lem is not lack of funds, but shortage of people. He says that he needs 
technicians and linguists who are aware of other people, their history 
and their way of life. Prime Minister Nehru has said the same thing 
in a different way: America produces able technicians but not people 
who have any sympathy for people of other cultures. The authors of 
the book The Ugly American make a serious indictment of our 
schools, and inferentially of the social studies, for failing to turn out 
citizens capable of living up to their obligations in the 20th century. 
It is the same old story: the curriculum produces good nationalists 
but poor internationalists. 

A few years ago, the Commission on Education for World Under- 
standing asked many educators if there was any need for a curricular 
shift to produce more world-minded citizens. Here are a few 
of their replies: 

Professor Avrett of the University of Tennessee said all Americans 
should know that there “are no superior races, only superior individ- 
uals who rise above the average level of their races and nationalities. 
Until the world knows and accepts this statement for a fact, little 
progress can be made toward a better understanding on a world-wide 
basis, educational or otherwise.” 


Associate Dean Russell Cooper of the University of Minnesota 
put his finger on the problem: “The teachers frequently stress the 
ways in which the people of other lands are different with their color- 
ful costumes, their peculiar folkways and traditions. Actually, people 
everywhere have far more in common than they have in contrast. . . . 
Children must come to realize that people everywhere have essentially 
the same drives, the same hunger and satisfaction, the same personal 
and social problems, and that we can fearn much from one another.” 
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Need the point be further urged? Do I need to remind you that 
the great time of immigration that totalled 60,000,000 no longer 
surges through our gates? Our public schools have taught the little 
Italian boy and the little Japanese girl that George Washington is the 
father of their country. The technological Revolution has changed the 
world ir. which this little underdeveloped country grew into maturity. 
Once it took weeks to cross the Atlantic; now it is crossed in hours. 
Back in the days when Virginia was a struggling colony it was a major 
problem just getting across the Atlantic. Between 1607 and 1618, 
1,800 people sailed from London for Jamestown, and of these 1,100 
died on the way. Today we are not more than a couple of days away 
from most any airport in the world. Our weapons have advanced 
from the blunderbus to the hydrogen bomb, and as Norman Cousins 
states: “There is no scientist anywhere who disputes the fact that it is 
now possible to put an end to life on earth.” He continues: “There is 
no military security and this is the meaning of our age. There is no 
defense except a real peace, a workable peace. . . .” The world is 
waiting for a new sunrise, this one being an idea big enough to tell 
mankind how to make the planet safe and fit to live in. Back in 1860, 
the social studies and the emphasis upon nationalism might have pre- 
vented the Civil War, but in 1960 nationalism is not enough. 


The World in Which We Live 


When I graduated from elementary school the social studies, 
along with my father, the neighbors, the minister, and others, had left 
the impression upon my mind that I belonged to a Chosen People, 
chosen either by a kindly Providence or the processes of history itself. 
1 believed that I lived in the middle of a world slum. On one side of 
the world were the tired, hungry, and morally bankrupt Europeans 
who lacked the ambition or the energy to leave that frogpond in which 
they lived, and all they did was to croak at intervals, and upon occa- 
sion, lure the Americans into something with which they had no 
business getting mixed up—-war, for example. All the good Europeans 
had migrated to the New World, and their wisdom and virtue was 
sufficient to keep them from having anything to do with the people 
with what the Indians called the Forked Tongue. 

On the other side of the world was another slum. It included 
Africa, Asia, and possibly parts of South America. It was inhabited by 
the primitive, the illiterate, the people of color who regularly boiled 
missionaries for breakfast. Regularly, my church was visited by travel- 
ing missionaries telling of the great need for taking Christianity to 
Africa or Asia or some distant isle. As I look back now, I believe that 
all my knowledge of foreign cultures came from the missionaries, not 
from the social studies in the elementary school. It is still a shock to 
me to meet educated people of color for I had always been taught 
that people of color who lived and dressed differently than my people 
in Illinois did were inferior to us. Last fall I had the great pleasure 
of meeting the first person I have ever known who was a true primi- 
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tive. He was a young man from Southwest Africa, the son of the 
adviser to the king, and of the governing clan, hence the native 
nobility. None of his tribe can read or write, but here he is a college 
student in a church-supported college in Minnesota. 


Let us take you on an imaginative flight into a world of fancy 
for a few moments. Imagine that the 2,500,000,000 people of the 
world are compressed into a community of 1,000, and this is where 
you live and teach social studies. Here is the distribution: you live in 
a community of 330 white people, and 670 are people of color. Only 
60 of your neighbors are Americans; the other 940 fly flags of numer- 
ous nations including some we have never seen in the news. The sixty 
Americans are the wealthy people, and probably live on Knob Hill in 
this community, for they get 50% of the community’s income, and 
each individual American has fifteen times the buying power of his 
neighbors. The Americans may need more income, though, for they 
have a life expectancy of 70 years while the average of the other 
members of the community is only 40. In this interesting community 
are 330 Christians and 670 who are Hindu, Mohammedans, and fol- 
lowers of other religious groups. Less than 100 are Protestant; over 
230 are Roman Catholic. Eighty of your neighbors are believing Com- 
munists who would walk through fire for that ideology; 370 live in the 
part of town dominated by the Communists. Half of the people have 
never heard of Jesus; more than half revere the memory of Lenin 
and Stalin, and many make pilgrimages to Moscow to view their 
remains through a veil of tears. Four of the national groups in your 
community have storehouses bulging with explosives sufficient to blow 
the settlement to Kingdom Come (or as the cleaning woman said in 
London during the German aerial blitz during the last war: that bomb 
might-have blown me into maternity). Other national groups are 
trying to get explosives themselves, and it might be assumed that in 
time your town will be one of the most sensitive spots on earth. It is 
likely that the 160 Chinese living in your community will acquire some 
of these weapons before long and when they do they may start throw- 
ing their weight around. If the one or two Cubans get hold of a 
bomb—especially if Castro lives in your community—then a new 
terror has been added to the compressed world in which we live. 

It seems imperative that somebody must speak for man, so we 
can break out of the 19th century nation-state system into a New 
World of the Spirit, where man learns that men are more alike than 
different, and that if we do not learn this fast, there is no hope for 
the future. The obligation is to understand or perish. 


Men Are More Alike 


The social studies curriculum can create two attitudes on the part 
of students: First, the child can truly believe that he is different from 
all the other children in the world. He speaks a different language, 
wears different clothes, believes in a different religion, and has a dif- 
ferent government. He knows that his country was started by pioneers 
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of heroic proportions: that his country has fought only righteous 
wars; that his heroes—presidents, generals, and others—are men who 
belong to the ages; that his country has often been obstructed in its 
mission of attaining the better life by Indians who fought for their 
land, by selfish foreign powers who attempted to thwart or hinder 
their rightful growth: and that generally God and virtue reside among 
the Americans. 

It is strange that almost any social studies curriculum, formal or 
informal, in Red China, Russia, or France, produces about. the same 
attitude. Only the historical details differ. The hope of the world lies 
in finding a new dimension in the-teaching of the social studies, liter- 
ature, and language, to move up and onto the plateau of Enlightened 
Nationalism. 

Dr. Boyd Shafer wrote a thought-provoking article back in 1952 
which was published in the American Historical Review and has been 
quoted many places. It is entitled “Men Are More Alike,” and de- 
velops the thesis that human beings are alike, only cultures differ. 
“Where ditierences occur,” says Shafer, “little is known of what they 
jignify. On the basis of fact no one can say whether color, hair, head 
shape, or blood type have and relationship to the quality of a man, of 
his character, philosophy, and intelligence.” 


Shafer warns us to beware of the broad generalizations about 
vaces and nations. Most nations at one time or another have thought 
of themselves as a Chosen People. At one time the Venetian ambass- 
ador to England spoke of the “low morals and excellent cooking” of 
that people. Erasmus spoke of the war-like nature of the people of the 
Mediterranean, or Spanish people. Aristotle called the North Euro- 
pean “full of spirit” but unintelligent. Hitler believed his Germans a 
superior race. Many whites, especially in the South, have always held 
that the African Negro and his descendents were an inferior race 
incapable of education or sophistication. There was an American 
woman who rose during World War II to oppose the use of blood 
from colored people to save the lives of white soldiers, saying that such 
a blood transfusion would make white boys black. 1 dare say that 
there are many Americans who do not know that all blood is red in 
color, not black, white, or even blue. 


What Can Be Done to Produce Citizens Better Able to Meet 
the Demands of the 20th Century? 


What is it we need to do? We need to teach the interdependence 
of people, that men are all alike in their basic drives, that cultures 
differ because of historical and geographic factors, and that all man- 
kind needs peace and well-being if the people are to enjoy the world 
which they have inherited. 

First, this has to be taught within the national framework. It will 
always be proper to teach patriotism. If a child can be taught that 
the stereotypes of color and religion and politics do not fit, and that 
he must aways think of Billy Jones as Billy Jones, not as a colored 
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boy or a Moslem or a Hindu, then we have taken the first step toward 
a New World. 

Second, we need to clean up our history books, and as we teach, 
ask the question: Am I teaching the American Revolution to put the 
British in a bad place and to show the early Americans as heroes; in 
other words, am I teaching nationalism for the 19th or 20th centuries? 
If the latter, it would be historically accurate to present the Tories as 
men of principle, too, and that bravery, courage, and truth are not 
the possession of any one peole. It serves no purpose to see wisdom in 
Washington’s Farewell Address warning us against entangling alliances 
now that we are so deeply entangled abroad that there seems to be no 
future without commitments. But what Washington advised upon his 
retirement made sense in that day when a new and small nation 
debated whether it belonged in the world war across the sea. It serves 
no purpose to teach world history and geography as a record of 
strange, quaint, or misguided people who wear robes instead of 
trousers or have parliaments instead of congresses. 

It is my opinion that the attitudes we produce in the classroom 
will be more important that the body of knowledge we pass on to our 
students. Students may soon forget the length of the Amazon and the 
name of the British king in 1775, but they will not soon forget such 
discoveries as this: A fifth grader looked at the shoes of children from 
foreign countries and concluded: “Our shoes are different, but our 
feet are the same.” This is in contrast to the discussion I remember 


having at home early in my life on whether Negroes had souls. My: 


mother thought they might have souls but did not believe they should 
go to our little church in Alvin. 

Many teachers have had their students correspond with students 
across the sea; some have exchanged toys and art work and other 
things. Role playing has been a fruitful means of showing a student 
how someone else looked at things. Have a student play the role of an 
English boy and write a story on the American War of Independence: 
have a German boy write the chapter of World War I; have a 
Japanese boy write the chapter on World War II. Or have a class tell 
the story of the American westward movement as the Indian might 
write it. One fifth grader in the New York schools wrote this poem 
as if he were an Indian: 


Shall I submit to the Whiteman’s way 
And work gathering corn and hay, 
Or shall I fight for my wild life: 
Great Spirit, shall I use my knife? 

O Great Spirit, what do you advise 
As I cannot call a man more wise? 
Shall I go out and fight tonight 

Or do what they declare the right? 


But we must go beyond the classroom techniques and the shift in 
emphasis in the social studies curriculum to meet the demands of the 
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world that is a ‘borning. We teachers must have a good background in 
the great cultures of the world (that is, we must know more about the 
Eskimo than that they live in igloos—which they don’t), over and 
beyond what is now done in world history and geography, sufficien 
to show our children that foreign people are something more than 
quaint. We need to expand our horizons by study and by travel, 
preferably not the “look and see” type of foreign travel, but travel 
that allows one to learn to know foreigners as people. Beyond this, we 
should work for the exchange of students and teachers. Perhaps some- 
day we can get sufficient funds allocated for the security of America 
that it will be possible for every teacher to study a summer or more 
abroad, and every student in teacher education to have one of his 
four years abroad. We need to give graduate teacher education an- 
other emphasis, too, by admitting that breadth as well as depth is a 
goal of citizenship. 

Let me close with these short pieces of poetry. The first is a 
five line poem entitled “I wish that my room had a floor.” It must, 
to some measure, express your wishes about my remarks: 


I wish that my room had a floor: 
I don’t so much care for a door, 
But this walking around 
Without touching the ground 
Is getting to be such a bore. 


Then Robert Frost’s closing lines of his poem “Into My Own”: 


I do not see why I should e’er turn back, 

Or those should not set forth upon my track 
To overtake me, who should miss me here 
And long to know if still I held them dear. 


They would not find me changed from him they knew— 
Only more sure of all I thought was true. 


And finally from Robert Frost’s “Stopping by Woods on a Snowy Eve- 
ning,” let me say: 


The woods are lovely, dark and deep, 
But I have promises to keep, 
And miles to go before I sleep, 
And miles to go before I sleep. 
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THE PROMISE OF EDUCATION IN ILLINOIS* 


Orro F. KERNER** 


I am informed that on the 18th day of Feburary, in 1857, the 
then Governor of Illinois approved an Act creating Illinois State 
Normal University. It is therefore appropriate that the present 
Governor of Illinois come to this campus 104 years later to pay 
respects to this institution and to share with you some views con- 
cerning the problems of higher education in our state. 

When Governor Bissell signed the Act creating Illinois State 
Normal University in 1857, the age of the airplane had not yet even 
become a dream in the imaginations of men. Steam railroads were 
relatively new in central Illinois, and the gasoline engine was still a 
generation in the future. In 1857 the American people were disturbed 
by the issue of slavery and there were already portents of the struggle 
which was soon to come. It is no accident that the proponents of 
freedom for the slave were also the leaders in establishing the system 
of free public education, of which this university is a part. 

Today, a full century after the onset of the Civil War, our country 
finds itself engaged in another great struggle, which again raises the 
question of freedom versus another kind of tyranny. When [I spoke in 
this room last September I said, “The race for men’s minds presently 
being corducted by both free and captive nations of the world must 
be won.” I further stated that, “The youth of our State, which is the 
promise of-tomorrow’s future, must receive as effective an education 
as is possible. The quality and advantages of education must be 
raised so that our people may enjoy a greater future.” 

These were no idle words nor were they spoken thoughtlessiy. 
Rather, they represent a deep conviction in the power for good that 
lies in our educational system. This conviction is shared by virtually 
all Americans. The fulfillment of this conviction has become more 
urgent by the pressing needs of our national life. In this fulfillment the 
role of our insitutions of higher education, such as the one we honor 
here today, assumes extreme importance. 

I sat on the platform during the recent election campaign and 
heard our newly elected president point out tha: we Americans must 
build, in the next ten years, as many college and university buildings 
as we have built in the past 150 years. The people of Illinois, on 
November 8th, responded to this challenge with their approval of the 
$195 million bond issue for capital improvements at our state 
universities. This was the response of Democrats and Republicans 
alike, of millions of our citizens without regard to party or place of 
residence. It was a mandate to me as Governor, to the members of 


* Delivered at the Founders’ Day Luncheon. Illinois State Normal Uni- 
versity, February 18, 1961. 
** Governor, State of Tllinois. 
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the General Assembly, and to the officers of the state universities to 
get on with the task of providing adequate higher education for the 
youth of our state. 


I am informed that Illinois State Normal University is the only 
one of the state’s six public institutions of higher education which has 
never departed from its original name or purpose. I commend Presi- 
dent Bone and his predecessors for their stability in pursuing the 
object for which this institution was established: the preparation of 
teachers for the schools of Illinois. I wish you many more years of 
success in this important endeavor. 


The whole fabric of our school system, public and private, rests 
with the quality of the teachers. It is in the classroom and the library 
that most learning takes place. Our schools will be no better than the 
teachers who man them. President Eisenhower’s Committee on 
Education Beyond High School reported, in 1957, that, “the most 
critical bottle-neck to the expansion and improvement of education 
in the United States is the mounting shortage of excellent teachers.” 
So I commend you at Normal for what you have done and urge you 
to intensify your efforts in teacher preparation. 


This in no sense implies, however, that the only proper purpose 
of state-supported higher education is the preparation of teachers. 
Ten years after this institution was established, the General Assembly 
created the “Illinois Industrial University,” now known as the “Uni- 
versity of Illinois.” All of our citizens take pride in the stature and 
world-wide fame of this great multi-purpose university. It has made 
a notable contribution to the welfare of all our citizens. 


Similarly, in 1869 the General Assembly provided for the insti- 
tution now known as Southern Illinois University. Situated in the 
heart of a region of the state which has been beset by a series of 
economic hardships, this institution has grown to serve the state in a 
fashion of which we can also be proud. 


At the turn of the century the General Assembly established 
institutions at DeKalb, Charleston and Macomb, giving us our pre- 
sent pattern of six state universities. Illinois has been fortunate in that 
the mistakes of some other states were avoided. On the one hand, we 
did not establish so many separate institutions as to almost insure 
that each of them would be small and weak: on the other hand, we 
did not neglect any large area of the state. Consequently, the Illinois 
system of public higher education has experienced steady growth and 
has rendered a notable service to the people of Illinois. 


However, Illinois is also blessed with a large number of privately 
supported institutions of higher education. Some of these surely rank 
with the finest in the world. Each of them has a part to play in pro- 
viding edncational opportunities for the youth of Illinois. The youth 
of our state have a choice between the public and private institutions 
and almost exactly half of them choose to enroll in the private institu- 
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tions of the state. The Illinois state scholarship program permits its 
winners to enroll in either a public or private college or university. I 
am pleased that the General Assembly has made it possible for a 
number of the superior young people to have this freedom of choice 
through the provision of scholarship funds which provide for all or 
part of tuition costs. 


In addition, Illinois has a number of community or junior 
colleges. Recently they have received some state support and it is 
clear that their service is so vital as to justify additional state funds 
being provided them. In one way or another we must see to it that 
no worthy young person is denied the opportunity of a college edu- 
cation. 


This complexity of institutions, large and small, public and pri- 
vate, four-year, two-year, and graduate, is not unique in IlIlincis. It is 
common in many of the states of the Union. I am gratified to learn 
that steps have been taken in recent years to provide better planning 
and cooperation among these diverse institutions. The Illinois Com- 
mission of Higher Education and the Illinois State Scholarship Com- 
mission have been specifically created to carry out certain functions 
of a state-wide character. And I am informed that already there is 
substantial cooperation between the public and private institutions. I 
am convinced that further coordination of the programs of these 
universities would be useful, and toward this purpose I have already 
proposed that curricular, fiscal and research planning be coordinated 
and that appropriation request procedures be unified. 


In all of this structure, varied and complex though it be, Illinois 
State Normal University plays a significant and well-defined part. 
This university constitutes a principal source of teachers for the ele- 
mentary and secondary schools of the state. I am told that out of 716 
graduates of this institution last summer, 599 of them are now 
teaching, while 35 more are pursuing additional graduate study. This 
is a fine record. I congratulate you upon it. 


But in addition to numbers, one must seek quality. When I was 
in law school at Northwestern University, the President of that great 
institution was Dr. Walter Dill Scott who received a part of his 
education on this campus. This was also the case with President 
Edmund Janes James of the University of Illinois, and scores of 
other college and university presidents. And you may have heard the 
name of my fellow lawyer, Adlai Stevenson, who attended the Uni- 
versity High School on this campus. These and cases like them testify 
to the quality that has characterized the teaching in this institution. 
But I suspect the faculty would be the first to admit that you have 
had some failures. Not all of vour graduates have become college 
presidents. Some may have proved to be mediocre teachers or perhaps 
have failed to distinguish themselves in any worthy manner. As 
numbers increase, there is a tendency for the “hit-and-miss” methods 
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of mass education to be pursued. All too often this results in some 
measure of mediocrity. 


But I came here today to pay tribute to your proud heritage 
and to congratulate this institution on behalf of the citizens of the 
State of Illinois. I wish you many more years of fruitful service and 
express the hope that the young people who pursue your course of 
study will be more numerous, and that their educational experiences 
here will become steadily more meaningful and effective. As I said 
last month, “The task before us is immense, and we must move on 
it immediately. A steadily advancing system of higher education is 
mandatory, not only for our economic benefit, but to keep our society 
well-informed and our country strong and free. At a time when the 
competition for scientific knowledge is worldwide and intense, we 
cannot afford to fall back.” 


Without education—-there can be no future. With education— 
there can be no limits to man’s achievement. 
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BALANCE OF PAYMENTS DISEQUILIBRIUM 
AND ALL THAT 


WarreEN R. 


The Caterpillar was the first to speak. ‘What size 
do you want it to be?’ it asked. ‘Oh, I’m not particular 
to size,’ Alice hastily replied; ‘only one doesn’t like 
changing so often, you know.’ ‘I don’t know,’ said the 
Caterpillar. 

-—Alice’s Adventures in Wonderland 


In recent months, the media of mass communication have devoted 
considerable time and space to the allegedly current difficulties in the 
balance of payments of the United States. The key word in most of 
these discussions is gold, while the more fundamental forces are given 
only tangential treatment, This preoccupation of policy-makers and 
citizens with gold is peculiar in that it implies certain intrinsic but 
vague qualities for this commodity which are independent of the fac- 
tors determining the value of other products. Paradoxically, the value 
of gold is more simply determined in one sense than the value of most 
other goods. Given the supply of gold, the readiness of the United 
States government to buy all gold at $35 an ounce is largely respon- 
sible lor its value. If, for example, gold production is increased either 
through new discoveries or technological advance, the price of gold 
cannot fall below $35 an ounce since producers can sell all their gold 
to the United States government. Conversely, if the demand for gold 
for making jewelry or filling teeth should increase so that a shortage 
temporarily arises, producers will sell their gold directly to fabricators 
in other countries while manufacturers in the United States will pur- 
chase more gold from the United States Treasury at $35/0z. Thus, the 
price of gold cannot go above the mint purchase price. In other words. 
the value of gold is what the United States government says it is. 


This emphasis on gold is a remnant of the mercantilist age and 
this fact, in conjunction with the contemporary demands of pressure 
groups for protection, indicates that we are in a period of neo- 
mercantilism. One would have thought that the shock of the New 
Deal modification of the gold standard in 1933, in spite of one critic’s 
admonition that it was the end of western civilization, should have 
heen sufficient to eradicate gold fever trom the body politic. In the 
following pages, an attempt will be made to examine the underlying 
forces which make a balance of payments behave as it does and the 
effectiveness of alternate policy proposals 


The Current Balance of Paymenis—Before considering the balance of 
payments, it is necessary to establish clearly the nature of this instru- 
ment. In the first place, the balance of payments should not be 
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confused with the balance of trade. The latter concept refers to 
merchandise exports and imports alone and it was a favorable balance 
here that was essential to mercantilist thought. The balance of pay- 
ments, however, includes the balance of trade and many other items 
as well. For example, exports and imports of services, interest and 
dividends from and to foreigners, private investment flows to and from 
other nations and government grants all go into the making of a 
balance of payments. Generally, the balance of payments is divided 
into four sectors: the current account, the capital account, the uni- 
lateral transfers account and the gold account. Table I presents a 
model of the balance of payments with cach account broken down 
into its component parts. 


TABLE I 


A Model of the Balance of Payments 
I. Current Account 
A. Merchandise exports and imports 
B. Interest and dividends from foreigners and to foreigners 
C. Services to and from foreigners (transportation, banking, insurance, 
etc.) 


II. Capital Account 
A. Long-term capital flows 
1. Private 
a. U. S. to foreigners 
b. Foreigners to U.S. 
2. Government 
a. U.S. government to foreign nations 
b. Foreign nations to the United States 
B. Short-term capital (primarily changes in bank balance) 
1. Private 
a. United States to foreigners 
b. Foreigners to United States 
. Government 


a. United States to foreigners 
b. Foreign countries to United States 
1 


I. Unilateral Transfers Account 
A. Private 
1. Gifts and contributions to foreigners 
2. Gifts and contributions from forcieners, 
B. Government 
1. Gifts, reparations and indemnities to foreigners 
2. Gifts, reparations and indemnities from foreigners 


IV. Monetary Gold Account 
A. Gold exports 
B. Gold imports 
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The second point to be made is that the balance of payments is 
essentially an accounting statement and therefore must by necessity 
always be in balance. If we export tractors, goods are leaving the 
country and the transaction is recorded as such in the balance of pay- 
ments (a credit entry). Importers, however, must pay for the tractors 
and this item will appear under short-term private capital flows (a 
debit entry). Another example would be the case of a U.S. company 
purchasing stock in a foreign company. The acquisition of stock 
would appear under long-term private capital flows as a debit entry 
while the cash needed to pay for the stock would be recorded as a 
short-term capital flow probably in the form of a decrease in U. S. 
bank balances abroad (a credit entry). Suffice it to say that that 
the summation of equal entries in two different columns will give you 
column totals which are equal. 


What then is meant that a country has a deficit or surplus in its 
balance of payments? The answer is found in the behavior of the 
specific components of the balance of payment. Each transaction 
between two countries gives rise to a receipt on the part of one country 
and a payment on the part of the other. An export of the United 
States means income to it but an expenditure for other nations. A 
country’s financial state is similar to that of the individual, providing 
the analogy is not carried too far. The person who spends more than 
he receives in income from all sources can only do so by drawing on 
previous savings and cash balances, going temporarily into debt or 
selling off part of his assets. Similarly, by taking the same actions a 
county can also purchase more from other countries than it receives 
from them (dissavings, dishoarding and disinvestment in the jargon 
of the economist). 


A nation is said to be dissaving when it is importing more than it 
is exporting. Accordingly, a country is dishoarding if it is exporting 
gold in greater quantities than it is importing. Also, it is dishoarding 
when it is using up previously accumulated foreign currencies and 
bank balances abroad and/or giving up its own currency to other 
nations at a more rapid rate than it is acquiring further foreign cur- 
rencies and bank balances abroad. If a country is dissaving, it can only 
avoid dishoarding by disinvesting an equal amount., i.e., sell off its 
holdings of foreign bonds and stocks. If a country is investing more 
than it is saving, it must dishoard. The balance of payments of a 
country is then in deficit when that country is dishoarding; conversely, 
the balance of payments is in a condition of surplus when a country 
is hoarding. Equilibrium requires an absence of hoarding and dis- 
hoarding. 


We may now relate these concepts to our balance of payments 
model |Table I) in order to ascertain the specific components which 
enable us to determine whether a surplus or deficit exits. The one 
element the above relationships have in common is that they involve 
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either changes in short-term capital flows and/or gold movements. 
One should not interpret this statement to mean that any changes in 
short-term capital and gold flows indicate balance of payment difficul- 
ties. It merely implies that at the end of an accounting period a country 
has exported more gold than it has imported or it has used up foreign- 
held bank balances more rapidly than it has accumulated the same. In 
other words, the result must be a net figure. 


If a country, excluding short-term capital and gold flows, is re- 
ceiving less claims on foreigners than it wishes, it can only make 
greater payments than the amount of the claims by giving up gold, 
previously acquired foreign bank balances or the currency of that 
country. The balance of payments of a country is in equilibrium (ab- 
sence of deficits or surpluses) only when the sum total of all the 
accounts in the balance of payments excluding short-term capital and 
gold flows is zero. Every payment is cancelled by a receipt without a 
net change in the excluded items. 


These relationships can be seen more clearly when we examine 
the balance of payments of the United States (see Table II). An 
official balance of payments actually differs from that of Table II in 
that the accounts in the Table have been re-arranged for purposes of 
clarity. The sector designated Balance of Payments shows the net 
change in short-term capital and gold-flows, i.e., a deficit. It should be 
noted that in every year since 1950 excluding 1957 (the Suez crisis) 
the United States has had this deficit. The growth in its magnitude 
however has caused an increase in the interest of policymakers and the 
public. Moreover, the situation persisted throughout 1960. Exports did 
rise relative to imports but other items changed sufficiently to bring 
about net gold and dollar transfers to foreigners of approximately 
$3 billion. 


The important question is: How can this outflow be stopped? 
What policy alternatives may be adopted to restore equilibrium in the 
balance of payments? Are there any forces set into motion which may 
accomplish this objective—and if so, why has the deficit persisted? 
Before attempting to answer the former two questions, some relevant 
conclusions with respect to them may be derived by first considering 
the latter. 


The Adjustment Mechanism—Probably the easiest place to begin is 
with the international gold coin standard. Under this standard the 
following conditions have to be met. 


(1) The monetary units of countries must be fixed in terms of 
gold. 


(2) The governments must stand ready to buy and sell gold in 
unlimited amounts at these fixed prices. 


(3) There must be no restrictions imposed upon the export or 
import of gold. 
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TABLE I 


The United States Balance of Payments 


(excluding military transfers under grants) 
(billions of dollars) 


1951-53 1954-56 1957 1958 1959 
average average 


Receipts 


Merchandise exports 13.2 14.8 19.3 16.2 16.1 
[Income on investment abroad 1.9 2.4 29 2.9 2.9 
Other services 2.9 3.3 4.2 4.0 4.2 
Foreign long-term capital am 4 4 -- a 
Errors and omissions 3 4 9 4 6 
18.6 21.3 27.7 23.5 24.3 
Payments 
Merchandise imports 11.0 15 53,5 12.9 15.2 
Income on foreign investments in U.S. .4 a “ 6 8 
Military expenditures 1.9 2.8 3.1 3.4 3.2 
Other services 23 3.1 3.6 3.8 4.1 
Unilateral transfers 2.8 2.4 2.3 2.3 2.3 
Private long-term capital outflow 9 1.9 3.2 2.9 2.4 
Government capital outflow a a 1.0 1.0 a 


Balance of Payments 


‘net receipts +) —1.2 —1.2 —34 —4.1 
(net payments —-) 
Met by gold exports PY —- — 8 23 1.0 
Increased dollar liabilities 1.0 1.2 a 1.1 3.1 
Sources of Balance 
(net receipts+ ) —12 —12 + .5 —34 —4.1 
(net payments —) 
Merchandise 2.2 $3 6.0 $38 9 
Services —- —7 —3 —- 9 .—1.0 
Capital, unilateral transfers —38 —42 -—62 —4.6 
Errors and omissions 4 4 9 4 6 


Source: Committee for Economic Development, National Objectives and the 
the Balance of Payments Problem, p. 10 


If two countries define their currencies in terms of gold, they have in 
effect fixed the relationship at which the two curriencies exchange for 
each other, i.e., the exchange rate. For example, let us assume that the 
British pound is equivalent to 100 grains of gold and the American 
dollar is equal to 20 grains. Thus, the foreign exchange rate is five to 
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one. For any number of reasons, one of the currencies may be under 
‘ pressure to depreciate, say, move to six dollars for one pound. This 
depreciation could not occur under the gold coin standard because 
American citizens would purchase gold from the United States govern- 
ment at the fixed price and ship it to England rather than pay six 
dollars for one pound. If the dollar should tend to appreciate the 
converse would be true. Therefore, the foreign exchange rate cannot 
fluctuate under this standard. 


Even more important for our purpose is the process by which two 
countries on the gold standard attain equilibrium when deficits and 
surpluses arise between them. Assume that two countries, A and Bb, 
are confronted by a disequilibrium situation in which A’s payments to 
B are larger than its receipts from B, i.e., A has a deficit, B has a sur- 
plus. In this case, gold will flow from A to B and the money supply of 
A will contract and the money supply of B will expand. 


As a result, three reactions will occur to remove the deficit and 
surplus. First, the income of country A falls and that of B rises; there- 
fore, imports of A decline and imports of B increase. In other words, 
A’s exports increase while its imports decrease; conversely, B’s exports 
decrease while its imports increase. Second, interest rates rise in A and 
fall in B since the money supply of A contracts and that of B expands. 
Capital exports from B to A will increase and capital exports from A 
to B will decrease as a consequence. Third, prices and money wages 
will tend to fall in A and rise in B. Thus, A’s exports increase and 
imports decrease; B’s exports decrease and imports increase. These 
three movements will continue until the payments and receipts of A 
and B are equal in the absence of net gold flows and net short-term 
capital transfers. 

With the exchange rate fixed, a country with a balance of pay- 
ments deficit, and this is a crucial point, must deflate in order to restore 
equilibrium. Theoretically, if prices and money wages fall rapidly 
enough and at specific but unknown rates, widespread unemployment 
need not rise. In reality, however, a correlation between unemployment 
and deflation will probably exist. Now even though the United States 
has greatly modified the gold standard, the conclusions are basically 
the same. If the United States is to remove its deficit without depreciat- 
ing the dollar, deflation is one possible answer. In other words, do- 
mestic economic policy is subordinate to the international economic 
position of a nation. 


As an alternative to the gold standard, nations may adopt a 
fluctuating exchange rate standard. Under this standard, the money 
unit of a country is not kept in any relationship to gold. The rate at 
which it exchanges for foreign currencies is free to meet different 
balance of payment situations.. If the demand for British pounds on 
the part of all countries is greater than the supply available to the other 
countries, the pound will appreciate, i.e., move from $2 = 1 to $4 = 1. 
An individual may freely exchange dollars for pounds, pounds for 
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francs, franc for marks, etc., at the current exchange rates, i.e., all 
currencies are fully convertible into each other. 


Let us assume that two countries on a fluctuating exchange rate 
standard are experiencing balance of payments difficulties. Country A 
is making greater payments to B than B is making to A. Instead of gold 
flowing from A to B, A’s currency will depreciate relative to B’s. This 
result occurs because A is offering up more of its currency to acquire a 
relatively limited amount of B’s currency. The depreciation of A’s 
currency however is the factor which removes A’s balance of payments 
deficit. With depreciation, A’s citizens must give up more of A’s cur- 
rency to acquire a given amount of imports from B; B’s prices in 
terms of A’s currency have risen. Conversely, B’s citizens will import 
more from A because prices in A have fallen vis a vis B’s currency. 
In short, A’s exports rise and imports fall and equilibrium is restored. 
As long as the deficit persists, A’s currency will continue to depreciate. 
It should be noted that in contrast to the gold standard, a fluctuating 
exchange rate system does not require that a country deflate or inflate. 
Domestic economic policy is no longer subservient to the conditions of 
the international scene. 

The third possible standard which may be adopted is really no 
standard at all. It consists of a system of international trade regulated 
and ordered by tariffs, import quotas, embargoes and various exchange 
control schemes. It may have elements of both the gold standard and 
the flexible exchange standard but the result is essentially piecemeal. 
When different conditions arise, various types of regulatory legislation 
are enacted. The sum total of these policies however add up to highly 
restricted international trade and limited long-term capital flows. 


Policy Considerations—Before considering recommendations of specific 
policies, it is necessary to examine in a cursory fashion the failure of 
the balance of payments of the United States to adjust. It is obvious 
why the forces brought forth by a fluctuating exchange rate are not 
operating to restore equilibrium. The United States is not on this type 
of standard; technically we are on what is called a limited gold bullion 
standard in which the dollar is defined in terms of a fixed amount of 
gold. Thus, the dollar rate on foreign currencies is rigid. This being 
the case, why shouldn’t the forces of the gold standard be active in 
removing the deficit? The answer is simply that by government policy 
we prevent the adjustment from taking place. Please recall that the 
remedy for a deficit under the gold standard is a deflation of national 
income. If this should bring unemployment with it, the economic wel- 
fare of the population will suffer. Thus through monetary-fiscal policy 
an attempt is made to maintain a full employment economy and this is 
as it should be. There is real merit to the argument that internal e- 
conomic policy should not be made to accommodate the conditions of 
external balance. 


If we prevent the adjustments from taking place, as we have done, 
the deficit will persist. The alternative then is to resort to varying de- 
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grees of government restrictions on the movement of goods, services 
and capital. There is one alternative however which need not require 
extension of government regulation, i.e., devaluation of the dollar, say, 
from $35/oz. to $50/o0z. This devaluation is in effect a one shot change 
in the exchange rate so that the adjustment process is much the same 
as depreciation of a currency under a variable exchange rate standard. 
Such a policy is not particularly palatable. Devaluation would lead to 
an expansion of the demand for goods and services of the United States 
but with our inflation this would mean that prices would rise still fur- 
ther. In a period of time we would be back in the same old position 
and would be forced to devalue once again. Also, devaluation would 
mean that gold producing nations would devote more resources to its 
mining, resources which could be better used in producing other goods 
more effective in improving the standard of living of the people. 


Ruling out devaluation, this leaves the alternative of government 
regulation. Whether we examine the policy proposals of the Eisenhower 
or Kennedy Administrations makes little difference for they are cut of 
the same cloth. They have a common theme, that of restriction of 
United States payments abroad. It is curious how both Presidents have 
said that they would do nothing to restrict international trade and then 
have advocated the policies they have. In general, the recommendations 
coming out of Washington and other parts of the country have been 
of the following types: 


(1) restrictions on the amount of duty-free goods brought into the 
United States by overseas tourists; 


(2) limitations on expenditures by preventing servicemen’s fam- 
ilies from joining them (rescinded) or restrictions on expend- 
itures by military personnel for durable consumer goods and 
tourism ; 


(3) cuts in foreign aid, both economic and military; 


(4) restrictions on private capital flows (not seriously considered 
at the moment) ; and 
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the recent proposal of establishing higher interest rates on 
foreign deposits in the United States than on domestic de- 
posits. 
In fairness, the actual policies put into effect have not been highly re- 
strictive but, by the same token, they are not likely to assuage the def- 
icit. If they are not successful, putting cuts on foreign aid aside for 
the moment, stronger and stronger policies will have to be taken in- 
volving possible import quotas, higher tariffs and exchange controls. 
There are many cogent reasons however for being against the 
above policies and any further extension of trade barriers. We shall only 
consider some of them. First, such proposals jeopardize our foreign eco- 
nomic policy. The United States is on record as being for a freer inter- 
national economy of convertible currencies, unrestricted trade and 
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larger private capital flows. One cannot help but feel that our ne- 
gotiators are unconvincing at the international bargaining table when 
they give lip service to the above ideal, but, in reality, restrictive 
practices are carried on. Enough of this situation has already occurred. 


Second, the proposal which is gathering considerable support is 
that of diminishing foreign aid. If foreign aid is considered essential on 
the basis of sound evidence and judgement, it should not be cut solely 
because of the current state of the balance of payments. That is, the 
decision to give or restrict foreign aid should be made independently of 
the balance of payments deficit. Other accounts in the balance of pay- 
ments can carry the burden of the adjustment. 


Third, temporarily excluding cuts in foreign aid, the actual 
policies carried out to date involve a mere bagatelle relative to the 
magnitude of the deficit. The important question here however is 
whether the sum total of all these policies including cuts in foreign aid 
will be sufficient to restore equilibrium. It is doubtful. To illustrate, 
let us assume that the United States is able to slice $3 billion off of its 
payments to other countries. Since this amount roughly approximates 
the size of the deficit, the balance of payments problem could be 
thought solved. Unfortunately, this is a myopic view predicated on the 
condition that nothing else occurs. Recall however that the $3 billion is 
income to the citizens of the other countries so that their income has 
now fallen. Assuming that for every dollar lost of income these people 
curtail their expenditures on domestic consumption by .6, their ex- 
penditures on imports by .2 and their expenditures on savings by .2, the 
deficit is far from removed. The decline in income of $3 billion will 
cause the imports of those losing the income to fall by $600 million. 
Moreover, their domestic consumption expenditures decline by $1.8 
billion which means that the income of those who sell these products 
falls by 1.8 billion. But if this is the case, imports and domestic con- 
sumption expenditures will fall by $360 million and $1.08 billion re- 
spectively. The process will continue with each successive increment of 
decline becoming smaller and smaller until some minimum is ap- 
proached. As a result, United States’ exports will fall and equilibrium 
will not be restored. 


The $3 billion withheld from foreign countries will also have an 
effect on the economy of the United States. A small proportion of it 
will be directly available to the individual who will undoubtedly spend 
some part on domestic goods, but the bulk will be at the disposition of 
the government. What impact the government’s share will have on the 
economy will depend upon which one of three policies is followed. The 
government may increase its expenditures on domestic economic pro- 
grams; it may return the funds to citizens by lowering taxes; or, it may 
hold the funds idle. With the current tendencies towards inflation in 
the United States, the first two policies will likely kindle the flames. 
The third alternative will not have an inflationary effect although there 
may still be some inflationary pressure arising out of the expenditures 
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of funds directly at the disposal of individuals. Needless to say, an in- 
flationary situation will increase imports and decrease exports and thus 
worsen the balance of payments. 

Fourth, the existence of restrictions to achieve certain balance of 
payments objectives provides an atmosphere which fosters the growth 
of monopolies. With the current clamor for protection on the part of 
many interest groups, mostly on a national defense basis, and the re- 
cent supreme court decision weakening the power of the President to 
override the United States Tariff Commission, circumstances are ripe 
for a wave of higher and higher tariffs. The result would be more 
monopoly rigidities at a time when the economy should be as flexible 
as possible. 

Fifth, a movement in the direction of more protection invites 
retaliation on the part of other countries. The free world’s position 
would most certainly be jeopardized if a tariff war such as that of the 
early twenties should once again break out. Futhermore, retaliation 
would mean that the deficit in the balance of payments of the United 
States would not be erased. 

Sixth, the proposal that interest rates on foreign deposits held in 
domestic banks should be higher than that paid on deposits of United 
States’ citizens does not seem advisable. The objective here is to get 
the former rates more in line with those of other countries, primarily 
those of Western Europe, in order to entice short-term capital flows in- 
to the United States. In the absence of central bank interference, cap- 
ital flows themselves will tend to move interest rates among countries 
into line. Capital will flow to those nations with higher rates and away 
from those nations with lower rates. The result will be that interest 
rates in the former countries will tend to fall while those in the latter 
countries will rise. Current differentials in rates however are the con- 
sequence of central bank actions in Europe to dampen inflationary 
pressures. It is just as likely that rates in the United States will be 
higher next year and thus the capital flow will be reversed. 


Moreover, the proposal is essentially a two price plan and this type 
of arrangement almost always reguires an elaborate administrative and 
control mechanism to insure its proper functioning. Even with such a 
system, some citizens of the United States will do what they can to get 
their deposits classified as foreign. Furthermore, its execution will re- 
distribute income away from domestic depositors to foreign depositors. 
In fact, it is somewhat difficult to comprehend the consternation dis- 
played with respect to interest rate differentials since they are a rel- 
atively minor and temporary element in the overall balance of pay- 
ments situation. 

Summing up, it is improbable that the current proposals even 
if carried into practice would resolve the deficit in the balance of pay- 
ments. To do so would reguire the enactment of much more stringent 
regulations in the form of import quotas and exchange controls. But 
these devices are the afflictions of a sick economy, not one on the brink 
‘manship?) of a new frontier. 
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Is there nothing we can do? Or, is it still a Dr. Pangloss world? 
There are several policies we may take. In the first place, we can desert 
the gold standard, i.e., remove any relationship between the dollar and 
some quantity of gold, and go on a fluctuating exchange rate standard. 
By doing so, we divorce domestic economic policy from its dependence 
on the events of the external economy and introduce more flexibility in- 
to the system by removing one rigidity or constraint, the gold standard. 
The exchange rate will fluctuate until exports rise and imports fall 
sufficiently to restore equilibrium in the balance of payments. Such a 
policy would be in total harmony with the objective of moving towards 
a world system of convertible currencies which the United States has 
embraced. 


Several criticisms will be given of the standard of flexible ex- 
change rates. Among others, it will be suggested that gold is necessary 
to back the money supply. But this is not a cogent argument since the 
relationship between the gold in Ft. Knox and the money supply is 
not precise. The money supply is what it is at any given time because 
of many factors, the size of the gold hoards not being one of the more 
significant components. Moreover, the Federal Reserve System has the 
power to wave any gold requirements that currently exist. Of course, 
individuals are not free to hold gold or convert any of our present 
money supply into the metal. Going off the gold standard would merely 
mean that we no longer have to take gold out of one hole and put it in- 
to another. If we insist that some commodity be utilized to back the 
money supply, it would be better to use limestone in that more men 
would be employed in its production, transportation employment would 
rise and many resources would be employed in constructing storage fa- 
cilities—of course, built of limestone. Think of the possibilities! 


Undoubtedly, the major criticism that will be levied towards 
flexible rates is that it will be said that such a standard promotes spec- 
ulation in the purchase and sale of foreign exchange and thus has a 
destabilizing effect on exchange rates. The record of volatile and per- 
verse capital movements during the interwar period are still 
deeply sketched in the memory of many. It is highly probable how- 
ever that any standard of exchange rates would experience difficulties 
in handling capital flows when those flows arise out of the types of eco- 
nomic and political conditions that prevailed in the 1930’s. Further- 
more, it is quite commonly assumed by many that all speculation is 
bad. This is not the case; some speculative capital movements function 
to stabilize exchange rates rather than destabilize them. Moreover, an 
exchange stabilization fund may be used to offset the perverse reper- 
cussions of speculation when they do occur. In addition, a more effec- 
tive market may be promoted so that sellers and buyers of foreign 
exchange may hedge against fluctuations in much the same way that 
a grain elevator operator acts in the futures market of a board of trade. 
The fact that Canada has operated for many years with considerable 
success under variable rates indicates its feasibility. Flexible exchange 
rates will undoubtedly facilitate the handling of any difficulties which 
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may arise in maintaining external and internal stability but this system 
is most effective where price levels among countries have moved out 
of line. 


The preceding statement indicates the fundamental cause under- 
lying our current deficit. If the present levels of government expendi- 
tures abroad are justifiable on other grounds and if we do not wish to 
curtail substantial long-term private capital flows, exports of the Uni- 
ted States should rise relative to imports in order to preclude the de- 
ficit. Unfortunately, this circumstance has not yet come about. For a 
number of years following World War II, the United States was able 
to monopolize the world market but there was no reason to think that 
the economies of the war-torn countries would stay indefinitely de- 
pressed. The revival of the European countries and Japan came at an 
inopportune time for the United States to meet the intensified com- 
petitive pressures since it was experiencing an inflationary spiral. This 
inflation has prevented exports from rising. 

It may be argued however that inflation has had little to do with 
the deficit in the balance of payments of the United States. A person 
may take the position that inflation in the United States has not been 
any greater on the average than that in other industrial economies. 
Moreover, it will be pointed out that with the exception of 1959 (steel 
strike), exports have exceeded imports by $3 billion or more for a 
number of years. If inflation had anything to do with our balance 
of payment problem, so the argument goes, these conditions would not 
exist. There are two general answers to this position. First, the con- 
tention that inflation in the United States on the average has been 
no worse than in other counries is not particularly relevant. Only a 
relatively small number of goods actually enter the world market and 
it is the prices of these commodities which are important. Here we 
find that price inflation has been greater than in other. nations, e.g., 
machine tools and industrial steel. Second, the current surplus of ex- 
ports over imports is to a certain extent artificially maintained. For 
example, a substantial proportion of United States agricultural pro- 
ducts find their way into the world markets only because export sub- 
sidies are paid by the federal government. Also, many of the loans of 
the United States government to foreign countries are tied loans. That 
is, recipients must spend the proceeds of the loan on United States’ 
goods in spite of the fact that the same products may be purchased 
more cheaply elsewhere. If these and other government props were 
withdrawn, the export gap would be considerably narrowed. 


The decline in the United States’ share of world exports also tends 
to point an accusing finger at inflation. If export prices of the United 
States were advancing at a commensurate rate with foreign countries, 
our share of world exports would tend to remain the same but this is 
not the case. Most of the predictions indicate that as world exports 
grow, the proportion from the United States will continue to decline 
because of rising prices. Moreover, the high inverse correlation between 
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fluctuations in the size of the deficit and fluctuations in the balance 
on goods and services tends to corroborate this view. 


if inflation is the culprit, why cannot we do something about it? 
A partial explanation of inflation is found in the inability of society 
(including economists and policymakers) to agree on the causes of 
the inflation. One explanation of inflation posits that it is the result of 
too many dollars chasing too few goods—the traditional demand-pull 
type. The major alternative explanation finds inflation in the power 
of economic units to push-up their prices regardless of the state of the 
market, i.e., sellers’ inflation or cost-push. This writer has come some- 
what reluctantly to the latter view. Seller’s inflation most aptly de- 
scribes how such economic phenomena as rising prices and wages, 
falling profits, contracting output and increasing unemployment may 
all exist simultaneously. Economists may introduce into the demand- 
pull explanation lags among economic variables or maladjustments 
arising from immobilities of the factors of production, but even then 
the thesis is somewhat stretched to describe the current inflation. It is 
easy however to write-off an inflation as demand-pull since a seller’s in- 
flation may appear of this type. For example, if monopolies raise prices 
and dernand is not sufficient to purchase all the goods at these higher 
prices, unemployment will rise. To prevent the unemployment the 
government will expand demand through monetary-fiscal policy so the 
resulting inflation seems to be demand-pull. In this sense, seller’s infla- 
tion may be self-validating. 


The problem with seller’s inflation is that it seems to be the more 
difficult type of inflation to cope with. If inflation is caused by de- 
mand-pull, aggregate money expeditures may be decreased by mone- 
tary-fiscal policy, but if inflation is the cost-push variety, monetary- 
fiscal policy is of little avail. Vigorous anti-monopoly action against spe- 
cific economic organizations is the remedy for the latter type of infla- 
tion and this is precisely why we should not expect sudden changes. 
Business firms blame labor unions and labor unions blame business 
firms; the rest of society seems to side with one group or the other. 
Doctrinnaire conservatives and liberals, in some fuzzy sense, cannot 
entertain the idea that there may be merit in the views of the other 
group. As a result, the only product has been the dissipation of energy 
in the form of emotional outbursts. Until seller’s inflation can be dis- 
cussed with detachment, there is very little likelihood that it can be 
prevented. 


The economy of the United States has become too rigid. Monop- 
oly pricing, “Buy American,” “Ship American,” higher tariffs and 
pleas for import quotas are all manifestations of past rigidities and the 
desire to impose more. A first step in re-introducing flexibility to the 
system would be the adoption of a variable exchange rate standard. 
Such a standard would free us in solving domestic economic issues; the 
alternative, a fixed exchange rate, requires that we deflate to remove 
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the deficit in the balance of payments and this action is certainly un- 
desirable in light of current unemployment. Of course, we may estab- 
lish an elaborate system of tariffs, import quotas and/or exchange con- 
controls but then such questions as our prestige abroad, the cold war, 
Western European unity and so on become meaningless, even omitting 
the fact that retaliation would make the controls ineffectual in any 
case. It would be curious indeed that in our struggle to survive we 
should increasingly revert to those ideas we once sought to destroy, i.e., 
mercantilism. 
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